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The economic crisis that has gripped Costa Rica during the one-year-old presidency of Jose Maria
Figueres moved a step closer toward resolution with the April 28 signing of a political accord
between the president and Rafael Calderon, leader of the major opposition party, Partido Unidad
Socialcristiana (PUSC). The PUSC has blocked the president's economic restructuring program in
the legislature during the past several months (see NotiSur, 03/31/95). Figueres also moved to end
a 10-day telephone strike and to resolve the long-festering problem caused by the government's
shutdown of the private US-based cellular telephone firm Millicom. The Supreme Court ruled in
1993 that the government's 1987 concession to Millicom violated a constitutional provision that
assigns a monopoly of all telephone service to the state. Since the start of his presidential term
last May, Figueres has been forced by the severe fiscal crisis to attune his economic policies to the
requirements of the International Monetary Fund (IMF) and other international lending institutions.
The IMF, the World Bank, and the Inter-American Development Bank (IDB) have suspended
disbursement of funds totalling more than US$400 million in recent months because of the
government's repeated failure to carry out economic reforms required by the IMF. Crucial to
meeting IMF goals is a drastic reduction of the massive fiscal deficit, which in 1994 climbed
to 8.3% of GDP (see NotiSur, 03/23/95). Adding to the government's solvency problems is the
pressure exerted by the US on international lenders to withhold loans because of the Costa Rican
government's failure to reach a financial settlement with Millicom and with a US citizen whose
property was expropriated in 1974.
Under the terms of a letter of intent signed with the IMF in February, the Figueres administration
pledged to chop the fiscal deficit to 3.5% of GDP this year and to 0.5% by the end of 1996; slash
public pension and payroll expenditures; impose a 1% tax on corporate assets; boost the valueadded tax (impuesto al valor agregado, IVA) from 10% to 15%; and raise prices on governmentdelivered electricity and other public services. Key to the entire economic adjustment plan is a tax
package that the PUSC has blocked in the legislature. The PUSC has argued that a much widerranging reform of state operations would improve the economic performance more than higher
taxes, which the party leaders say would only dampen economic growth. Independent observers
say the PUSC also wants to hold up progress on tax reform to force the administration into an
accelerated program of privatization of the banks, oil refineries, utilities, and the state liquor
industry.
With the stalled tax package threatening to reduce government revenues and further endanger
any possibility of cutting the fiscal deficit, on March 28 Figueres announced an 8% tariff increase
until the tax package is passed. Treasury Minister Fernando Herrero said the additional US$7.6
million per month earned through the higher tariff rates would be earmarked to pay off internal
public debt and to provide severance pay for the 8,000 public employees whose jobs are to be
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eliminated under the budget-cutting plan. Because of the inherently damaging economic impact of
the higher tariff rates raised to as much as 28% on finished goods it was widely assumed that the
Figueres administration was using the tariff as much for revenue as for a club to force the PUSC
into cooperation on the tax package. Thus, both major parties were engaged in mutual economic
brinkmanship to such an extent that in his first annual state message on May 1, Figueres admitted
the country faced "ungovernability" and financial collapse.
A dialogue begun in March between the Figueres administration and PUSC leaders led finally to an
unexpected agreement on April 28 between Figueres and Calderon. "This is the beginning of a long
and beautiful process," said their joint declaration. The leaders agreed to meet regularly, to maintain
a close relationship with the other parties, and "to solicit the support and help of all sectors of the
country." The accord gave the impression that Figueres and Calderon were entering into a de facto
governing coalition to pull Costa Rica out the fiscal crisis. A week later the two leaders appointed
committees composed of representatives from the government, the PUSC, and Figueres's Partido de
Liberacion Nacional (PLN). These bipartisan committees are to press the stalled legislative agenda.
While the nettlesome tax package was not mentioned in the agreements, most of the pending
legislation needed to satisfy the multilateral lending institutions is expected to get swift
consideration, starting with the privatization of the electric power industry and the national liquor
factory, budgetary reforms, and reforms in customs laws. These agreements on legislative action,
said Calderon, mark the beginning of "a long process of structural transformation." Much of this
transformation, however, is opposed by labor. The plan to eliminate 8,000 government jobs has
provoked a series of labor disturbances for several months. In an effort to cut jobs while avoiding
crippling strikes, the administration announced an alternative plan on April 26 to spend US$23
million in financial incentives to encourage 4,000 public employees to quit voluntarily. \
Meanwhile, in an effort to prevent the US from applying trade sanctions and other reprisals
for the court-ordered closing of Millicom's operations, Figueres began negotiations with the
firm, offering it a contract to supply consulting services to the state-owned telecommunications
company Radiografica Costaricense (RACSA). The contract would keep Millicom in operation while
complying with the court order by retiring the firm from direct competition with the state-owned
telephone and power service Instituto Costaricense de Electricidad (ICE). The move was also widely
perceived as a tactic to placate the US and to enlist US support in getting the disbursement of funds
from the multilateral lenders. But the tactic backfired as ICE workers balked at what they saw as
essentially a contract to privatize part of the telephone service by giving away functions to a private
company an implicit threat to public sector jobs. As a result, the workers' union called a partial
strike of telephone services beginning on May 9, the day set for Millicom's forced closing.
On May 18, Figueres canceled contract negotiations with Millicom, ending the 10-day walkout
and the threat by the union to completely close down all telephone and electric-power service in
the country. The strike settlement still leaves the union opposed to cutbacks in the ICE budget,
the privatizing of ICE, the tax hike, and much of the transforming legislation to which Calderon
referred. To date, the Millicom problem remains unsolved. Figueres mounted a damage-control
operation among foreign ambassadors to Costa Rica in an effort to protect foreign investment
inflows. He is arguing that breaking Millicom's 1987 contract is not a negative sign for investors but
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shows the government's respect for its laws and judicial system. Foreign Minister Fernando Naranjo
said that any reprisal- -such as the request from Millicom executives that Costa Rica be cut out of
the favorable trade terms of the Caribbean Basin Initiative "would be painful because it would mean
the punishment of a small country that is simply complying with its laws."
Figueres has capitulated to internal pressures from labor and to the PUSC at a very important
juncture: the accord with the PUSC appears to end the threat of ungovernability, and progress is
at last being made in the economic adjustment plan. With his domestic flank covered and the way
opened for IMF approval of the release of funds in July, the president hopes to use international
diplomacy to reduce US animosity over the closing of Millicom. He announced plans to defuse
the case by sending it to international arbitration. [Sources: Notimex, 03/29/95; 04/06/95; Central
American Report, 03/10/95, 04/14/95; Inter Press Service, 04/26/95; Reuter, 04/28/95; Agence FrancePresse, 03/27/95, 03/28/95, 05/1/95, 05/11/95, 05/14/95, 05/16/95, 05/18/95; La Nacion (San Jose),
05/19/95, 05/22/95, 05/23/95]
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